The EU Regulation 1606/2002 enhanced the financial statement comparability by requiring the International Financial Reporting Standards (IFRS) mandatory application. In Italy, the implementation of EU regulation stated that listed firms are required to prepare their financial statements in accordance with IFRS, then extended to private entities on a voluntary basis. The study examines the extent to which the change from Italian Generally Accepted Accounting Principles (GAAP) to IFRS has affected Italian small and medium-sized entities (SMEs). The results suggest that profit and equity reported under IFRS is higher than that reported under Italian GAAP and that the most relevant and frequent impacts are caused by the adoption of IAS 38, IAS 16, IAS 19, IAS 17, IAS 39, and IAS 18. This study can inform companies and policy makers of the consequences of IFRS adoption in those countries which intend to expand the application of IFRS more widely to smaller companies. Moreover, comparing the similarity and differences between full IFRS and IFRS for SMEs, this study supports the opinion that SMEs regulation cannot provide significant simplification especially designed for the needs of SMEs.
Introduction
The ongoing process of globalisation raises more and more the need for a harmonised and unified accounting language. In order to respond to these rising demands, the European Commission in 2002 published the regulation No. 1606, which requires all companies listed in European capital markets, from 2006 on, to prepare their financial statements according to International Accounting Standards (IAS)/International Financial Reporting Standards (IFRS) regulation. One crucial aspect of this mandatory application is that it refers only to public traded companies and therefore totally neglects the growing international integration of small and medium-sized entities (SMEs). In order to provide the SMEs with the necessary accounting framework to meet the requirements of an international integrated business, in 2009, the International Accounting Standards Board (IASB) released the IFRS for SMEs regulation. This new independent set of accounting standard should particularly suit the characteristics and needs of SMEs and be able to internationally harmonise their financial reporting.
Overall, the paper could provide a valuable contribution to the existing literature on the voluntary choice of IFRS, which is scarce for supporting the debate among policy makers and standard about the importance of IFRS application for unlisted firms. On the other hand, the findings of this paper are of direct relevance to Italian accounting regulators assessing the impact of IFRS on SMEs performance.
The remainder of the paper is organized as follows: Section 2 contains the analysis of institutional setting; Section 3 reviews prior literature; Section 4 present information about the sample and research methodology; Section 5 provides the results; Section 6 presents the discussion of the application of index of comparability; and Section 7 concludes the paper.
Table 1 Principal Differences Between Full IFRS and Italian GAAP

Full IFRS
Italian GAAP Content of financial statements Balance sheet, income statement, cash flow statement, changes in equity, accounting principles and disclosure; comparative representation of at least two financial years.
Similar to IFRS; cash flow statement is not required, just recommended; Changes in equity part of the notes. Structure of balance sheet No predefined structure; requires just a minimal content; distinct presentation of current and non-current.
Required structure according to Article 2424 cc.
Structure of income statement
No predefined structure; representation of costs by nature or destination.
Required structure according to Article 2425 cc.
Extraordinary items
Not allowed as separate item in the income statement.
Broader definition with respect to IAS; allowed as separate item in the income statement. Revenue recognition Based on various criteria which allow the recognition when risk, benefits and the ownership have been transferred and the amount of revenue can be measured reliably.
No specific principles. In general recognition when ownership is transferred and the revenues are legally matured.
Revenues with multiple components
Each single component of revenue has to be accounted separately; e.g., sales which include guarantees.
No specific principles; In general, the different components of revenues are not accounted separately. Construction contracts Accounted on the percentage of completion method; completed contract method not allowed.
Percentage of completion and completed contract method are allowed.
Interest expenses
Recognized on the basis of accrual and effective yield.
Similar to IAS with the difference that methods which approximate the effective yield are allowed. Interest expenses which are connected to investments for long-term construction projects have to be capitalized.
Capitalisation is allowed under certain circumstances.
Employee benefits
Required the projected unit credit method to evaluate the liabilities on an actuarial valuation.
Similar to IAS with the differences that TFR (reserve for employee termination indemnity) is considered an effective liability and therefore not estimated by actuarial valuation methods. Acquisition of intangible assets Capitalized if the required criteria are given; amortized on the basis of expected lifetime; assets with undefined lifetime are not capitalised but annual impairment tests have to be carried out; revaluations allowed in rare cases.
All intangible assets have to be amortised; some have an expected lifetime of maximal five years; It is allowed to capitalise start-up costs, advertising costs, and expansion costs. No revaluations allowed. Internal production of intangible assets Research costs are expensed to income statement when occurred; development costs can be capitalised when the rigorous criteria are given.
Similar to IFRS, with the exception that it is optional to expense or capitalise development costs.
Goodwill
Goodwill from business combinations is not subject to amortization, but annual impairment tests have to be made.
Goodwill arising from business combinations is amortised over five years (if certain criteria are met amortisation over maximal 20 years). Tangible assets It is possible to use cost or revaluation model to determine amount of asset.
Just allowed to use historical cost method; revaluations are just possible according to specific laws. Leasing classification Financial leasing if all risk and benefits of ownership are transferred. Substance prevails over form.
The legal form of the contract prevails the substance; when financial leasing, information is required in the disclosure.
( Table 1 continued) Full IFRS Italian GAAP Accounting treatment by the lessee (financial leasing) Actual value of payments is recognised as tangible assets and of the same amount as liability; the liability is progressively reduced while the value of the asset is depreciated over economic lifetime.
All leasing are accounted as operating lease; leasing payments are accounted as expense over lease term; for consolidated statements is recommended the use of IAS 17, but not required; If financial leasing information required in the disclosure. Impairment of assets If there are indications of a reduction of the value of the asset, an impairment test needs to be undertaken. In case of a loss of value, the asset has to be written off at the higher of the fair value less costs to sell and the value of use; the value of use is determined by the DCF method. The restoration of the value is allowed in some specific cases but not for goodwill.
Similar to IFRS, the reduction of the value of the asset has to be durable. The restoration of the value is required when the reasons for the reduction of the value vanished.
Investment property Valuation on the basis of amortised cost or fair value. If fair value method is used, eventual variations are recognised in income statement.
Valuation on the basis of the historical cost and depreciation over useful life; fair value valuation is not allowed.
Inventory
Evaluated at the lower of cost and net realizable value: The cost is determined on the basis of FIFO or weighted average cost method. LIFO is not allowed.
Similar to IFRS, LIFO is allowed.
Biological assets Measured at fair value less costs to sell at the point of harvest. Fair value valuation is not permitted. Valuation of financial assets The valuation depends on the type of classification; investments held to maturity, loans or credits are recorded at amortised cost through imputation of their gains and losses in the income statement; financial assets held for sale are valued at fair value through the imputation of their gains and losses in net equity.
Financial assets are valuated at cost reduced by durable losses of value. Investments classified as current are valued at minor of cost and realizable value. Financial institutions can evaluate the current investments also at fair value.
Provisions "Under IFRS a provision is made only if there is a current obligation considered probable as a consequence of events occurred before period-end deriving from legal or contractual obligations or from behaviours or announcements of the company that determine valid expectations in third parties, provided that the amount of the liability can be reasonably determined" (Cordazzo, 2008, p. 21) .
"Provisions for contingencies concern costs and charges of a determined nature, whose existence is certain or probable, but whose amounts or occurrence are not determinable at the period-end" (Cordazzo, 2008, p. 21) . Same requirements with the only difference that under certain circumstances a combined statement of income and retained earnings can be prepared instead. Business combinations According to IFRS 3, transaction costs are not part of the acquisition costs.
Contingent considerations
1 are recorded independently of the payment probability.
Transaction costs are part of the acquisition costs. Contingent considerations which are probably paid and whose fair value can be measured reliable are part of the acquisition costs.
( Table 2 continued) Full IFRS IFRS for SMEs Investments in associates and joint ventures For the accounting of investments in associates the equity method is used. Cost and fair value method are not allowed (besides in separate statements). For jointly controlled entities, the equity method and the proportionate consolidation method are permitted.
For the accounting of investments in associates or jointly controlled entities, the fair value, the cost or the equity model can be used.
Expense recognition
Research cost cannot be capitalised, development and borrowing costs are capitalised when specific criteria are met.
Research, development and borrowing costs are recognized as expenses. Financial instruments -derivatives and hedging Financial instruments are divided into five different categories: (1) Financial assets or liabilities at fair value; (2) Value through profit or loss; (3) Held-to-maturity investments; (4) Loans and receivables; (5) Available-for-sale financial assets.
Two different sections: First section for non-complex/basic financial instruments, such as simple payables and receivables; mostly measured at amortised cost; Second section for more complex financial instruments generally measured at fair value through profits or loss. Non-financial assets and goodwill For intangible and tangible assets, the cost and the revaluation model is permitted. Goodwill and other intangible with indefinite lives are not amortised and annual impairment tests are required.
Only the cost model is permitted and all intangible assets (goodwill included) have infinite lives and have to be amortised. The impairment test is required only when there are indicators of a loss in value of the asset. For the measurement of investment property, the cost model or the fair value method can be used.
The fair value method is used, if the value can be easily measured. IFRS 5 requires noncurrent assets which are held to sale, to be classified as such and presented separately. They are not depreciated and measured at the lower of carrying amount and fair value less cost to sell.
Assets held for sale are not treated in the IFRS for SMEs. Selling assets is considered as an impairment indicator.
Employee benefits According to IAS 19, "actuarial gains or losses can be recognised immediately or amortised into profit or loss over the expected remaining working lives of participating employees".
Immediate recognition is required and the expense has to be split in the various components.
The accrued benefit valuation method has to be used for computing defined benefit obligations.
"The circumstance-driven approach is applicable, which means that the use of an accrued benefit valuation method (the projected unit credit method) is required if the information that is needed to make such a calculation is already available, or if it can be obtained without undue cost or effort. If not, simplifications are permitted in which future salary progression, future service or possible mortality during an employee's period of service are not considered" (PwC, 2009, p. 8) .
Literature Review The Impact of IAS/IFRS on Listed Companies
Many studies have investigated the effects of IFRS on EU listed companies, but they have reported different results, demonstrating the inconsistency of the previous literature review in this field.
In the UK, Aisbitt (2006) found a little effect, for the FTSE 100 companies, of IFRS on equity, while Ormrod and Taylor (2004) showed a 39% increase in the overall profit and 23% decrease in equity as compared to UK GAAP. Furthermore, investigating the impact of disclosure under IFRS 1 in the UK, Italy, and Ireland, Dunne, Fifield, Finningham, Fox, Hannah, Helliar, Power, and Veneziani (2008) showed respectively, positive and negative adjustments to profit and equity in the three countries. Finally, Dunne et al. (2008) evidenced that the standards that caused the most differences were: IAS 8, IAS 12, IAS 19, IAS 36, IAS 38, IAS 39, IFRS 2, and IFRS 3. Similarly, Fifield, Finningham, Fox, Power, and Veneziani (2011) made an analysis of the transition to IFRS in the UK, Ireland, and Italy, applying the Gray's comparability index; the conclusion is that for the sample under study, the IFRS 2004 profit is on average higher than according to British, Irish, and Italian regulations. As for the transition to IFRS in 2005 over equities, Fifield et al. (2011) found different situations in the three studied countries: if in the case of the UK and Italy equity gets higher, in the case of Ireland equity gets lower.
Other studies have also examined the impact of IFRS on the financial statements of companies in different countries. As for Belgium, Jermakowicz (2004) suggested his belief that the impact of applying the IFRS is significant on equity and the net income. In France, Marchal, Boukari, and Cayssials (2007) studied the impact of the transition to IFRS over the data published by 291 listed French non-financial groups and they found, overall, a limited decrease (2%) of equity, even if for two-thirds of the studied population equity increases; the net income rises considerably -on average by 38% (for 73% cases the net income rose); the leverage also rises on average by 16%. In Germany, Hung and Subramanyam (2004) found a confirmation of the orientation of German accounting to prudence and earnings smoothing: IFRS total assets, equity and net income exceed generally and significantly the same values calculated according to German standards.
In Italy, Cordazzo (2008) has analysed the effect of IAS/IFRS implementation on shareholders equity and on net income of 178 Italian listed companies. According to her results, Italian net income increases on average by 14.25% and shareholders equity on average by 5.02%. Furthermore, the author highlighted that the most invasive standards for net income and shareholders equity were: IFRS 3, IAS 19, IAS 39, IAS 38, IAS 12, and IAS 16. Another relevant research concerning this topic was carried out by Cortesi et al. (2009) . Based on the MIB sample, they analysed the impact of IAS/IFRS implementation on net income and net equity of 160 firms. Besides the measurement of the overall effect on net income and net equity, they were able to value the impact of each single standard on the total differences. The study allows the identification of the main drivers for the changes in net equity and net income. Their results show that the most impact was caused by IAS 38 which treats the intangible assets. This single standard provoked an increase in net equity by 3.5%. IAS 16 had a similar influence (2.7%) which deals with property, plant, and equipment. The main negative effects were generated by IAS 19 (Employee's Benefits), IAS 32/39 (Financial Instruments), and IAS 18 (Revenue). Surprisingly, not all standards which had a major impact on net equity also had such impact on net income. IAS 16 for example plays a minor role with respect to net income. Most important drivers were IAS 38 (Intangible Assets), IAS 27 (Consolidated and Separate Financial Statements), IAS 32/39 (Financial Instruments), and IAS 18 (Revenue).
The above studies are referred to the listed companies. In this study, it is expected that, considering the differences in size, ownership, and governance structure, the impact of IFRS on equity and income may be smaller than those on companies listed on the main markets.
Literature Review About IFRS for SMEs
Reviewing the main literature regarding the IFRS for SMEs, it can be observed that this relative recent topic has caused a lively discussion among researchers and experts in the last years. The research objects of these papers differ a lot and a general valid classification is therefore not simple. Nevertheless, it can be observed that the main issues addressed are related to the development process of IFRS for SMEs, to international and national convergence, and to the effects of implementation in countries. Moreover, a relevant number of studies discuss the general need of the standard and its ability to effectively fit the particular requirements of SMEs. Most of these researches consist of questionnaires or comparative studies whereas quantitative empirical studies are quite rare. Since the adoption of IFRS for SMEs is not yet allowed in the EU, there are no, as far as known, empirical studies which analyse or simulate the effect of IAS implementation on accounting figures or performance.
According to the IASB, the standard-setting of the new IFRS for SMEs set occurred with a strong insolvent of the main stakeholder. In June 2004, the IAS published a discussion paper which represents the starting point of a 5-year long consultation process. But also after the IASB published the IFRS for SMEs in July 2009, the participation of the main IFRS for SMEs stakeholder kept going. Several times the IASB asked for comments regarding the new bundle of standards on which they then based the various amendments. The most recent example for this consultation process is based on the exposure draft issued in October 2013 for which the IASB has received and analysed 57 comment letters (IASB, 2014) . A similar questionnaire, elaborated by the European Commission, took place between November 2009 and March 2010. The aim of the consultation was to obtain information about the opinion of EU stakeholders on the IFRS for SMEs (Quagli & Paoloni, 2012) . The responses of the questionnaire were analysed by the European Commission in the "Summary Report of the Responses Received to the Commission's Consultation on the International Financial Reporting Standard for Small and Medium-Sized Entities" (European Commission, 2010) . In this report, the European Commission stated that the overall opinions about IFRS for SMEs were divergent. Supporters highlight that SMEs could draw potential benefits from the application of IFRS for SMEs, such as increasing international comparability of financial statements, expanded cross-border trade, increase of foreign investments and merger and acquisition activity, decrease in cost of capital; Opponents on the other hand stress the complexity of the standard, the high implementation cost, the incongruity of the standard with national tax laws, and the fact that only local or national orientated firms do not benefit from the adoption of international standards (European Commission, 2010) . Based on the same set of data, Quagli and Paoloni (2012) carried out a further analysis. They highlighted that there is a significant spread between the opinions of preparers and users. The users present a strong aversion to the new set of international standards for SMEs whereas users are more favourable. In addition, a significant gap between different member states can be observed. Anglo and Nordic countries tend to be IFRS for SMEs friendly, whereas German-speaking and Latin countries are more resistant (Koumanakos & Alexandrou, 2010) . The strong objection of German-speaking countries was also proved by a survey of Eierle and Haller (2009) .
Similar studies were already carried out by Paoloni (2006) , Schiebel (2007) , and Di Pietra, Evans, Chevy, Cisi, Eierle, and Jarvis (2008) which mainly highlighted that the level of participation of users in the consultation process was relatively low. The vast majority of comments arrived from audit firms, public institutions, and standard-setting agencies. This fact shows the IASB promoted participation of users in the standard-setting is not the case. Moreover, a disinterest in the topic can be traced from this part of stakeholders. Based on those findings especially Di Pietra et al. (2008) criticized the IFRS for SMEs from the absence of a deeper study of user needs. Such deeper studies of user needs were conducted by Cole, Breesch, and Branson (2009) or Deaconu, Nistor, and Popa (2009) . They evidenced that the vast majority of stakeholders were interested in a harmonisation of financial reporting, but they mainly required a relative low level of complexity of the standards.
In general, the IFRS for SMEs was and still is confronted with much criticism. In their research, Sava, Marza, and Esanu (2013) pointed out major problems regarding the new bundle of standards. A first issue concerns the definition of SMEs given in the standards. As already mentioned above, this definition varies significantly from the definition given by the EU or similar institutions. Moreover, studies such as Barker and Noonan (1995) and Demartini (2005) showed that the SMEs itself are not to be considered a homogenous group and therefore more detailed sub-categories are required. For this reason, Deaconu, Popa, Buiga, and Fulop (2009) considered a unique standard, which refers to the SMEs in general as not reasonable. Another problem consists of the high cost of implementation. Especially, Pascu and Vasiliu (2011) highlighted the high cost for SMEs adopting IFRS for SMEs. As the main issues driving the costs, they pointed out:
(1) The complexity of standard with respect to local GAAP; (2) Difficulty of breaking with local accounting tradition; (3) Obligation of preparing a second set of statement for tax purpose; (4) Locally orientated company does not benefit. In line with the already stated criticism, Ikäheimo, Ojala, Riistama, and Stening (2010) discovered that forced adoption of IFRS for SMEs is likely to lead to extra cost for adopting companies and accounting/auditing firms. Moreover, the researchers evidenced that global or international integrated SMEs are likely to benefit from an application of IFRS for SMEs, whereas local orientated companies will not.
Despite the cited critics, some research papers highlight the positive effects of IFRS for SMEs. Common benefits, stated by analysis such as Pascu and Vasiliu (2011) , are:
(1) Increased international comparability; (2) Mobility of audit and accounting service in the European Union; (3) Benefits for stakeholders due to harmonized information; (4) Facilitation of cross border trade; (5) Increased confidence in accounting/financial statements. An interesting advantage has been underlined by Grosu and Bostan (2010) who analysed the process of IFRS for SMEs implementation in Romania. They concluded that in countries such as Romania, where the local bodies are not able to provide high-quality accounting standards, the implementation of international accounting standards is an adequate tool to create an efficient reporting framework. This consideration may also explain the huge success of IFRS for SMEs in emerging markets.
Methodology Sample
As mentioned at the beginning of this paper, the study refers to Italian medium-sized entities. Although the IFRS for SMEs refers to all companies which do not have public accountability, for this analysis, the definition of medium-sized entities given by the EU was applied. Reasons for that are several. First of all, in order to be able to carry out the analysis, it was necessary to identify a homogenous group with a reasonable number of companies. Referring to all companies that do not have public accountability and present IAS/IFRS financial statements (about 1,200 companies in Italy) in this context would have been beyond the aim of this paper. Even a random selected sample of those companies would probably lead to non-accurate results since it would consist of companies which range from micronized entities to huge multinational non-listed enterprises. Secondly, as mentioned earlier, there exists an ongoing debate on the definition of SMEs used by the IASB. A standard which refers to such a broad variety of companies could never fit the special needs of all. By applying the definition of medium-sized entities given by the EU, it is possible to homogenize the set and then to measure the adequateness of IFRS for SMEs according to their needs.
Italian private and active firms meeting the requirements for the voluntary IFRS adoption are selected and their data are collected from the AIDA Database from 2005 to 2014. Firms operating in specific sectors (financial, insurance, pension funding, real estate, rental, education, public, leasing, legal and accounting sector) are excluded due to their specific accounting requirements. The initial sample is composed by 146 industrial companies. As Table 3 shows, this set of companies had to be reduced by the enterprises which had no transition from Italian GAAP to IAS/IFRS, since they have applied the international accounting standards since their constitution. By analysing the so identified companies, it was possible to observe that one company was wrongly classified as IAS/IFRS preparer but in reality did not do. Moreover, two companies had passed the search criteria even though they exceed the given limits. From the remaining 122 companies, 15 separate financial statements were not available at AIDA, 13 enterprises had no reconciliation statement available, and one financial statement was not legible. The resulting final sample consists of 93 firms operating in various sectors. The base of the undertaken analysis is formed by the reconciliation statements because IFRS 1 requires that "an entity shall explain how the transition from previous GAAP to IFRSs affected its reported financial position, financial performance and cash flows". Furthermore, it specifies that a "… company's first IFRS financial statements should include a reconciliation of shareholders' equity and net income…". In Italy, the content of such document is not specified and therefore the form and accuracy of those statements, especially in non-quoted firms, can vary significantly. The Italian Securities and Exchange Commission (CONSOB) only recommends that the statement should provide complete and useful information in order to understand the impact of the new accounting standards on financial performance and accounting figures. The reconciliation statement itself can be disclosed after transition date, in the half-year or quarterly-year report or in the annual report. Table 4 represents the ideal statement, which allows not only individuating the difference of shareholders equity and net income under Italian GAAP and IAS/IFRS but also measuring the impact of each single IAS/IFRS standard. Table 5 shows the overall impact of the implementation of IAS/IFRS on shareholders' equity and net income. Moreover, it provides the relative impact of each single IAS/IFRS standard on these two figures. In general, the adoption of IAS/IFRS caused on average an increase of shareholders' equity by 6.27% and of net income by 14.43%. By considering only those companies for which an analysis per single IAS/IFRS standard was possible (85 for shareholders' equity and 87 for net income), the average increase in shareholders' equity is equal to 7.11% and in net income is equal to 14.42%. These findings are in line with the results gained from other analyses. Cordazzo (2008) discovered in her study a rise in shareholders' equity by 5.02% and in net income by 14.25%. Similarly, Cortesi et al. (2009) observed that shareholders' equity (6.5%) and net income (15.5%) under IAS/IFRS are significantly higher than under Italian GAAP.
Therefore, it can be stated that there are only slight differences between the overall impacts on shareholders' equity and net income of IAS/IFRS in listed companies and medium-sized entities. The results show that the boost in shareholders' equity was mainly caused by IAS 38/36 (4.36%), IAS 16 (3.26%), and IFRS 3 (1.02%), whereas IAS 12 (-2.07%), IAS 39 (-0.34%), and IAS 18 (-0.23%) had a negative influence. The situation for net income is quite similar. There, the most important drives are IAS 38/36 (29.06%), IAS 17 (4.55%), and IAS 16 (2.45%). Net income is negatively influenced by IAS 18 (-8.67%), IAS 12 (-5.61%), and IFRS 3 (-5.12%). Even the results regarding the single standard impacts are in line with the findings of the cited papers and will be further discussed later in this section. Figure 1 illustrates the relative frequency of the single IAS/IFRS impacts. It can be seen that IAS 19 (Employee Benefits) caused in over 80% of the analysed firms a variation in net income or shareholders' equity. Similar impact frequency can be observed by looking at IAS 38/36 (Intangibles) and IAS 12 (Income Taxes). IAS 17 (Leasing), IAS 16 (Property, Plant and Equipment), and IAS 39 have a lower level of frequency but still caused an adjustment in roughly every third analysed company. Marginal frequencies can be observed for IAS 37 and IAS 20, whereas other IAS/IFRS standards had rare impacts on analysed enterprises.
In the following pages, the result for each single standard will be discussed more in detail and a comparison towards other researches will be made. A primary benchmark consists of the results gained by the study of Cortesi et al. (2009) who undertook the same study with reference to listed companies. Moreover, the results shown by Cordazzo (2008) will be used as reference point even though a comparison with these figures is limited. This limitation concerns slight differences in the calculation process. Cortesi et al. (2009) and the present study calculated the variation, assuming as basis-value Italian GAAP figures, whereas Cordazzo (2008) in the calculation of the partial index of proportionality used IAS/IFRS values as basis. These differences in the calculation process are small and insignificant when variations are relatively low. The greater the relative differences between Italian GAAP and IAS/IFRS amounts are, the higher is the impact of the different calculation process. As most differences found in the study are relatively small, this fact does not play a significant role. Even Cordazzo (2008) herself totally neglected this difference in the calculation process when discussing her results. Therefore, it will not be further analysed, but still it is important to remember that small differences in the results may derive from this fact. Moreover, it is not the aim of this study to analyse the differences in the single percentage values obtained from the different studies. The confrontation to other results should lead to discovering general trends, similarities, and differences whereat the exact amount of the single percentage plays a secondary role.
IAS 38: Intangible Assets
As shortly stated above, the application of IAS 38 (Intangible Assets) caused relevant and frequent adjustments in the analysed companies' financial statements. On average, this single accounting standard leads to an increase of shareholders' equity by 4.36% and of net income by 29.06%. These amounts included the impacts of IAS 36 (Impairment Test), which were carried out for intangible assets. Given those relevant adjustments, IAS 38 is considered, especially with reference to net income, as one of the standards causing the most important/relevant impacts. Similar results are shared also by the study of Cortesi et al. (2009) which proved that IAS 38 on average caused an increase of shareholders' equity by 3.5% and of net income by 14.9%. Analysing the study of Cordazzo (2008) , it can be seen that this study obtained significantly different results (Net income: +1.89%; Shareholders' equity: -0.2%). By looking closer at the single calculation process, a different treatment of the cancelation of goodwill amortisation costs can be observed. Cordazzo (2008) considered this adjustment is to be related to IFRS 3, whereas Cortesi et al. (2009) and also this study attribute this modification to IAS 38. Both standards define that goodwill is not amortised and that at least an annual impairment test has to be made. Neither one nor the other treatment seems to be incorrect, but by adopting a more literary interpretation to the standard, it seems that IFRS 3 covers more the initial determination and treatment of goodwill and not the following amortisation process.
Moreover, goodwill is still a fragment of the intangible assets with undefined lifetime, which are generally related to IAS 38. At least from a practical point of view, in the analysis of the financial statements, it was not always possible to clearly evidence which part of the variation of intangible assets was due to the cancelation of the amortisation cost of goodwill. So to provide more accurate information, this specific cancellation was added to IAS 38. Considering this different treatment, it can be seen that the stated differences between the values provided by Cordazzo (2008) and Cortesi et al. (2009) are not that different. By summing up IAS 38 and IFRS 3 values, it results that Cordazzo (2008) found a joint impact on net income equals to 14.37% and on shareholders' equity equals to 2.62%. The joint impacts found by Cortesi et al. (2009) are 14.00% on net income and 3.2% on shareholders' equity. In addition to this mentioned difference, it can be seen that the impact on net income observed in this study is significantly higher than that found by Cordazzo (2008) and Cortesi et al. (2009) . The reasons for such a gap are not easy to define. It may be related to the medium-sized companies, where the proportion between net income and amortisation cost of goodwill tends to be smaller than for listed companies. In other words, operations such as merger & acquisitions and the so created goodwill tend to have a more relevant impact on financial statements of medium-sized entities than of listed companies. To clearly evidence the nature of the observed difference, further analysis would be necessary.
Besides these relevant impacts, IAS 38 was also one of the standards that caused the most frequent adjustments. Shareholders' equity experienced in 66 of 85 analysed companies a variation caused by IAS 38 and net income in 68 of 87 companies. Similarly, Cortesi et al. (2009) and Cordazzo (2008) discovered that IAS 38/36 provoked the most frequent adjustments, which were presented in over 80% of the analysed enterprise.
In general, the main reasons for these relevant and frequent impacts are due to the differences between Italian GAAP and IAS/IFRS, which were shortly stated in Section 2 of this paper. As experienced in the undertaken analysis, a relevant part of these impacts concerns the capitalisation of cost. Research and development costs, for example, can be alternatively capitalised or expensed according to Italian GAAP. IAS 38, in contrast, requires research cost to be expensed and development cost (given certain criteria) to be capitalised and amortised. The capitalisation and their amortisation had a relevant impact in many analysed enterprises. According to Italian GAAP, development costs are amortised over five years when capitalised. IAS 38 requires the amortisation of this capitalised cost over the useful life, which as experienced in the analysis often is larger than five years. As a consequence, annual amortisation rate under IAS 38 is smaller than under Italian GAAP. Therefore, with the adoption of IAS 38, exceeding amortisation cost had to be cancelled which caused a positive effect on net income and shareholders' equity. The different treatments of intangibles with undefined lifetime (goodwill) caused exactly the same effect. These assets according to IAS 38 are not amortised but annual impairment tests have to be carried out. Italian GAAP, on the other hand, requires the amortisation of all intangible assets and goodwill for instance has to be amortised over five years (under certain conditions up to maximal 20 years 2 ). The consequence is a cancelation of amortisation cost, which leads to an increase in net income and shareholders' equity. Another common adjustment caused by the adoption of IAS 38 concerns the cancelation of intangible assets. The definition of intangible asset required by IAS 38 is more rigorous than under Italian GAAP. The consequence is that by adopting IAS, some elements which do not meet the IAS criteria have to be cancelled out, which means that their amortisation has also to be cancelled.
IFRS 3: Business Combinations
According to the results obtained from the analysis, the application of IFRS 3 caused an overall increment of shareholders' equity by 1.02% and a decrease in net income by 5.12%. As explained above, the adjustments accounted to this standard do not include the cancelations of amortisation of goodwill since this impact was accounted to IAS 38. The results gained for IFRS 3 include in this case the different regulations between IFRS 3 and Italian GAAP concerning the recognition of goodwill and business combinations in general. It has to be stated that the overall effect of IFRS 3 on net income and shareholders' equity is not significant. Furthermore, by looking at the frequency provided by Table 5 and Figure 1 , it can be seen that the impact of this accounting standard can be neglected. Nevertheless, it has to be reminded that as stated above, a relevant part of adjustments connected to IFRS 3 is accounted for IAS 38. By not doing so, as did for example Cordazzo (2008) , the frequency and even the impact of IFRS 3 would be significantly stronger. Therefore, the result obtained for IFRS 3 should not be valued isolatedly, but with reference to IAS 38 figures.
IAS 19: Employee Benefits
As shown in Table 5 and Figure 1 , IAS 19 was the standard that caused the most frequent adjustments. The adoption of indicated norm had an impact on shareholders' equity in 76 of 85 analysed firms and on net income in 74 of 87 analysed firms. Same results are provided by Cordazzo (2008) and Cortesi et al. (2009) which observed an impact caused by IAS 19 by over 80% of the analysed enterprises. Although this standard caused the most frequent adjustments, its impact on the change in net income and shareholders' equity was relatively insignificant. The results show that after the adoption of IAS 19 (Employee Benefits), shareholders' equity (+0.38%) and net income (-0.51%) did not experience a significant change. Although the results provided by Cordazzo (2008) and Cortesi et al. (2009) 3 at a first look presented a different direction, both papers conclude that the variation caused by IAS 19 is not significant. The frequent but not significant adjustments derive from the different treatments of the reserve for employee termination indemnity (TFR). Italian GAAP requires this liability to be recorded at nominal value and measured according to the regulations of the Civil Code. IAS/IFRS regulation requires the calculation on actuarial assumptions consistent with the principle that employee benefits are recognised in the period in which the benefit is gained by the employee and not when it is paid. The differences deriving from the application of actuarial calculations are recorded as cost or revenues in the financial statements 4 .
As experienced in the analysis, no clear pattern can be observed. This fact is proved by Cordazzo (2008) , who showed that the vast majority of the adjustments made according to IAS 19 had an impact of ±5%, whereas neither positive nor negative values prevailed.
IAS 12: Income Taxes
The results gained from the research evidence a significant impact of IAS 12 on shareholders' equity (-2.07%) and on net income (-5.61%). Also in terms of impact frequency, IAS 12 is among the most common standards, with an observation in roughly 70% of the analysed companies. The negative impact of IAS 12, although not as substantial, is confirmed by Cordazzo (2008) , who observed a slight decline in shareholders' equity by 0.19% and a decrease of net income by 2.92%. Moreover, this study states that IAS 12 had an impact in nearly 75% of the observed enterprises. Cortesi et al. (2009) , without giving further explanation, did not consider IAS 12 in the analysis.
The Italian OIC 25 "imposte sul reddito" generally conforms with the regulation of IAS 12 (Income Taxes) and therefore no relevant impacts due to differences in regulation have been observed. As Cordazzo (2008, p. 18 ) stated, the measurement of IAS 12 "includes the combined effect of the net impact of deferred taxes on IAS/IFRS adjustments and on other differences between Italian accounting principles and IAS/IFRS concerning the recognition of deferred tax assets and liabilities".
It is difficult to evidence the reasons for the gap in the results obtained from the different studies. As evidenced above, the measured adjustments under IAS 12 are not a consequence of the direct impact of different regulations between IAS 12 and Italian GAAP but the consequence of the modifications according to other IAS/IFRS standards. Since the impacts of IAS 12 are merely the consequences of adjustments driven by other standards and there exist only marginal differences between the regulation of this regard under full IFRS, Italian GAAP and IFRS for SMEs, IAS 12 will not be further discussed in this paper. This approach is in line with the procedure used by Cordazzo (2008) and Cortesi et al. (2009) .
IAS 16: Property, Plant and Equipment
According to the results gained from the undertaken analysis, the application of IAS 16 (Property, Plant and Equipment) caused on average an increase of shareholders' equity by 3.26% and a similar rise in net income by 2.45%. These findings are consistent with the results found by the two benchmark papers. Cortesi et al. (2009) found an increase in shareholders' equity by 2.7% and in net income by 1%. The results provided by Cordazzo (2008) show a respective rise of shareholders' equity by 4.83% and of net income by 3.27%. All three researches, besides slight differences in the amount, point out a positive impact of IAS 16 (Property, Plant and Equipment) on net income (on average around 2%) and shareholders' equity (on average around 3.5%), whereat the impact on shareholders' equity in all three studies resulted marginally stronger than on net income. In terms of frequency, the present research provides a lower level as observed by Cordazzo (2008) and Cortesi et al. (2009) . Whereas the benchmark papers observed an impact frequency of IAS 16 above 60%, this study experienced an incidence around roughly 40%.
The observed impacts on shareholders' equity and net income derive from different accounting treatments of property, plant and equipment required by Italian GAAP and IAS 16. As observed in the study, an important aspect concerns the use of the fair value recognition allowed by international accounting standards. As it can be seen, many enterprises used the adoption of IAS to revalue their property, plant and equipment by applying the fair value method. Since the values under Italian GAAP were mostly recorded at historical cost, the adoption of fair value measurement caused a relevant positive impact on the value of the single property, plant and equipment and on the other side on shareholders' equity. Another common and significant impact was observed concerning the depreciation of land. Under Italian GAAP, it is possible to depreciate land together with the related buildings classified under property, plant and equipment. A similar treatment and the depreciation of land in general are not permitted according to IAS 16. The related adjustments when switching to IAS regulation had a positive impact on net income and therefore also shareholders' equity due to the cancelation of amortisation expense previously recorded. Moreover, impacts on net equity, due to the re-estimation of useful life and the application of pro rata calculation for the determination of deprecation cost, were observed several times.
IAS 37: Provisions, Contingent Liabilities and Contingent Assets
As shown by Table 5 , the application of IAS 37 (Provisions, Contingent Liabilities and Contingent Assets) did not cause relevant overall impacts on shareholders' equity (+0.19%) and on net income (-0.22%). Even with respect to frequency, this IAS plays a minor role, as it causes an adjustment in only approximately 20% of the analysed companies. The comparison to the benchmark papers points out that the impact of IAS 37 on listed Italian companies was more frequent and more relevant. With respect to shareholders' equity, figures tend to be equal in all three analyses, observing a remote increase between 0.1% and 0.2%. The situation differs when it comes to net income. In contrast to the findings provided by Table 5 , Cordazzo (2008) and Cortesi et al. (2009) provided a significantly stronger decrease of net income by 2.7%. The gap in the results can be partially explained by looking closer at the single impacts of IAS 37.
In general, provisions for contingencies according to Italian GAAP concern futures cost whose existence is certain or probable, but whose occurrence or amounts cannot be measured reliable. The amount of the provision is determined on an undiscounted basis. The issue is treated slightly different under IFRS. IAS 37 requires that in order to recognise provision a present obligation has to exist. As described above, as a consequence of this fact, some provisions may have to be cancelled as they do not meet the new criteria. The results are an increase in net income and shareholders' equity. Furthermore, IAS 37 requires that provisions should be recognised at discounted estimated cost on the basis of the companies' adjusted risk-free rate and the amount of the provision should be reviewed and in case adjusted at each balance sheet day. As observed in the undertaken study, especially these adjustments of the provision caused common modification.
IAS 39: Financial Instruments: Recognition and Measurement/IAS 32: Financial Instruments: Disclosure and Presentation
As evidenced by the results of the undertaken analysis, the impact of the adoption of IAS 39 and IAS 32 on the financial statements of Italian medium-sized entities is relatively moderate. As a consequence of the adoption of these standards, both shareholders' equity and net income experienced a remote decrease of approximately 0.35%. Even if the impact frequency is relatively significant -each third analysed company recorded an adjustment caused by IAS 39/32 -the overall impact is not meaningful. This implies, as experienced also during the analysis, that frequent but rather small adjustments were made. These results present one of the most important differences with respect to the findings obtained by the benchmark papers. Cortesi et al. (2009) who also measured the combined effect of IAS 39 and IAS 32 observed an overall decrease of net income by 10% and of shareholders' equity by 1.6%. Similarly, Cordazzo (2008) observed a joint negative impact on net income by 13.7% and on shareholders' equity by 1.58%. In general, it can be stated that in all three studies, the adoption of IAS 39 and IAS 32 tends to have negative impacts whereas the impact itself is significantly stronger for listed companies. Before explaining the details of this important gap in the results, it can be of use to identify first the general differences in the accounting treatment of financial instruments according to Italian GAAP and IAS/IFRS.
The evaluation of financial instruments under Italian GAAP depends strongly on the type of classification of the financial asset itself (four categories), which often stands in contrast to the IAS regulation. But without going to much in detail, the significant differences refer mostly to the accounting treatment and the respective measurement of hedging derivative instruments (effective part and ineffective part) and their recognition as derivative liabilities or assets in the financial statements. But differences derive not only from the evaluation of hedge derivatives. Italian GAAP, for example, requires that treasury shares are recognised as assets in the balance sheet of the financial statement and their eventual value fluctuations, as well as their gains and losses from resell, have to be recorded as gains or losses in the income statement. IAS 32, on the other hand, requires treasury shares to be directly recognised (as a decrease) in net equity as well as all related movements.
These observations combined explain the vast majority of the adjustments observed in the three different researches. As the reasons for the adjustments tend to be similar in all three research papers, the reasons of the differences between the results gained by this study and those of the benchmark papers have to lie in the different characteristics of the analysed companies. As the present study refers to medium-sized entities, it can be assumed that financial activity in general has a minor relevance than in global connected listed companies. Especially what concerns the trading of complex financial instruments such as hedge derivatives, it is likely that it plays a much larger role in listed companies than in medium-sized entities. Obviously, the given explanation is based on assumptions, which are still to be proven. In order to be able to provide a well-grounded explanation of the given differences, further analysis would be required. The relationship of financial activity (or gains and losses) to overall activity (or overall result) could be measured in the samples used by the presented study and confronted to the relationship calculated for the sample used by Cordazzo (2008) or Cortesi et al. (2009) . Based on the experiences gained from that analysis, it is likely that financial activity has a higher impact in the sample used by the benchmark papers.
IAS 17: Leasing
As the results obtained by the study evidence, the adoption of IAS 17 causes a relevant impact of +4.55% on net income, whereas shareholders' equity is affected only marginally at a rate of +0.41%. In terms of frequency, it has been observed that IAS 17 caused an impact on roughly 40% of the analysed enterprises. By confronting these amounts to the results obtained by the benchmark papers, it can be found that figures, especially with regard to net income, vary widely. Cordazzo (2008) found that IAS 17 caused no overall impact on net income (-0.04%), whereas the impact on equity was positive at a rate of 1.6%. Cortesi et al. (2009) , on the other hand, discovered a negative impact of 0.4% for net income and shareholders' equity. The stated impact frequency provided by both papers lies around 25%. It is difficult to evidence the significant differences between the results. Even the gap between the figures provided by Cordazzo (2008) and Cortesi et al. (2009) cannot be explained clearly. Since both papers refer mainly to the same sample (listed Italian companies), they should reach similar results. Unfortunately, only a part of the difference can be explained by the slightly different calculation process mentioned earlier in these sections. As both papers do not provide more detailed information about the single impacts caused by IAS 17, it is so far impossible to evidence the nature of the difference. Probable explanation may be the fact that Cordazzo (2008) did not take into consideration outliers whereas Cortesi et al. (2009) did not apply such a restriction. Moreover, it has to be mentioned that even if both papers refer to the Italian companies listed on the MIB, it does not necessarily mean that both papers analysed exactly the same companies.
In order to provide possible reasons for the differences between the results obtained from this study and those of the benchmark papers, it is necessary to analyse the single impacts caused by IAS 17. The modification itself was caused as described in the reconciliation statement by the redetermination of leasing.
According to Italian GAAP in presence of a finance lease, the form of the contract prevails over the substance. This means that the lease has to account the single payments to the lessor as expense in the income statement. The object of lease is recognised and depreciated in the lessors' financial statement.
Moreover, the lessor accounts the received payments as revenue in the income statement. By applying IAS 17, the situation changes significantly. If the criteria of a financial lease are met, the object of lease is recorded in the lease balance sheet and depreciated over the estimated useful lifetime. On the other side, a liability equal to the net present value of future lease payments is established. This liability is progressively reduced as the payments to the lessor (capital part) were made, and the interest part of the payment is accounted to the income statement. This change in the accounting procedure had positive effects in 22 of the 34 observed adjustments (for net income). The other 12 negative impacts derive mainly from the scenario where the positive effect of the cancelation of the leasing payment made so far had a minor impact than the negative effect on net income deriving from the increase of amortisation.
So by analysing the single adjustments, it can be seen that no clear pattern can be found. Therefore, it is difficult to offer a general statement whether IAS 17 has a positive or a negative effect on net income and shareholders' equity. The effect strongly depends on each single case and therefore the general impact depends strongly on the analysed companies. This may explain the differences in the results and shows, moreover, that in this case a confrontation of results that based on different samples has limited significance.
IAS 18: Revenue
As Table 5 shows, the adoption of IAS 18 (Revenue) causes a relevant negative impact of 8.67% on net income and a significantly moderate adjustment of -0.23% on shareholders' equity. IAS 18 is therefore the accounting standard, which caused the most significant decrease of net income. Surprisingly, this overall effect was caused by only five single adjustments. This means that the transition to this standard rarely provokes modifications, but when it does, the adjustments are quite remarkable. Similar results, even if slightly more moderate, are also found by Cortesi et al. (2009) . Their research observed that the adoption of IAS 18 caused an adjustment in roughly 20% of the analysed companies' net income. Still, these modifications were able to cause a drop of net income by 4.6%. Shareholders' equity respectively decreased by 1.9%. Cordazzo (2008) , on the other hand, did not provide results regarding the impact of IAS 18 on net income and shareholders' equity. The study provides only the observed impact frequency which for net income was 16% and for shareholders' equity 14%. Unfortunately, there is no explanation why the impact of IAS 18 was not measured.
The stated impact is caused by the cancelation of dividends, the recognition of revenues, and the different treatments of multi-period services.
From the provided results and the respective definition, it can be seen that the adjustments made in accordance with IAS 18 refer to very specific issues. Considering that and the fact that the observed frequency is significantly low, it cannot be stated that the adoption of IAS 18 has any general effect on net income or equity. The only thing that can be observed, considering also the results gained by Cortesi et al. (2009) , is that if IAS 18 causes an impact on net income or shareholders' equity, this impact tends to be negative, as for a more restrictive definition and treatment of certain revenues under IAS than under Italian GAAP.
IAS 2: Inventories
The results obtained from the analysis show that the adoption of IAS 2 does not cause any relevant impact on the examined accounting figures. Both net income and shareholders' equity experienced a slightly positive impact of 0.2% and 0.16%, respectively. At the same time, the impact frequency of approximately 10% is relatively low. Cordazzo (2008) found in her study that IAS 2 had a more significant impact of +5.77% on net income and 1.25% on shareholders' equity and caused an adjustment in nearly every 4th analysed company. Cortesi et al. (2009) measured IAS 2 (Inventories) in combination with IAS 11 (Construction Contracts). The joint effects of these adoptions were an increase of net income by 1.6% and of shareholders' equity of 0.4%. The observed combined impact frequency lies around 30%. Cortesi et al. (2009) did not provide any explanation why IAS 2 and IAS 11 were measured in combination. In the undertaken analysis, it was no problem to distinguish the impacts of the two different standards, so from a perspective of accuracy, it was possible to measure both standards separately. Similarly, Cordazzo (2008) did not measure the impact of IAS 11 (only frequency is provided) without giving further information. Given this lack of information, a detailed comparison of the obtained results is not possible. Nevertheless, it can be stated that in general, IAS 2 adoption can have a positive impact on net income and shareholders' equity. The main reason for such a positive impact can be attributed to the evaluation methods of inventory used under OIC and IFRS. As stated by Cordazzo (2008) and as observed in the study, companies which had applied LIFO valuation method to their inventories under IT-GAAP had to switch towards average cost or FIFO valuation when adopting IAS. In all cases observed in this study, the transition was made towards average cost method. As stated in Section 2 of this paper, the use of LIFO is not allowed under IAS. If prices tend to increase, as observed for most items in the last years, the value of inventory rises according to the transition from LIFO to average cost method. The result is a positive effect on net income and shareholders' equity. When prices fall, the impact is inverted. But not all observed adjustments were caused by this valuation method difference, but the analysis of the adjustments evidenced a relatively significant negative impact as a consequence of the fact that under IAS, some costs (in this case advertising cost) cannot be capitalised but have to be accounted to income statement. The consequence of this different treatment is that such capitalised costs have to be cancelled when adopting IAS which has a negative impact on net income.
To sum up, it can be stated that IAS 2 rarely caused any relevant impact in the financial statements of the companies analysed in this study. Therefore, it can be deduced that most of the sample enterprises used already FIFO or average cost method before adopting IAS. The few observed adjustments were mainly due to the fact that LIFO method had been applied previously. In this case, since prices generally tend to increase, it is likely that the impacts on net income and shareholders' equity are positive.
IAS 11: Construction Contracts
As provided by Table 5 , it can be seen that the adoption of IAS 11 caused a remote decrease of net income by 0.73%. Shareholders' equity on the other hand tends to be stable as the observed variation is only -0.06%. In terms of impact frequency, this standard plays no significant role, causing an impact in roughly 5% of the analysed companies. As stated above, it is not possible to compare the results to the benchmark papers, as Cordazzo (2008) Looking at the accounting treatment of construction contracts, it can be stated that Italian GAAP is generally in accordance with IAS 11. The only bigger difference refers to the completed contract method which, according to IAS 11 Paragraph 32, is only allowed when the result of the construction contract cannot be estimated with reliability. Moreover, in Italy in practice arises a relevant problem concerning the presentation of inventories of construction contracts, valuated according to the percentage of completion method. Whereas under Italian GAAP, the recognition of inventories in such cases is allowed, IAS 11 does not consider such treatment. Since the outcome of the construction contract can be estimated with reliability, it is required to recognise revenues in accordance with the percentage of completion method directly in the income statement. Given the facts that the results were mainly driven by a single adjustment and that the impact frequency with only six observed adjustments is insignificant, it can be stated that in general there is no evidence that the transition towards IAS 11 causes relevant problems. Nevertheless, as described, there are some differences in the accounting treatment of construction contracts which may lead to changes in specific cases.
The following paragraphs refer to the results which have not been described yet. Since these adjustments in terms of impact frequency and in terms of impact relevance do not play a relevant role, the explanation will be of a more general nature. Moreover, these obtained results cannot be compared to other outcomes, since Cordazzo (2008) and Cortesi et al. (2009) did not measure and treat their impacts in their analysis. In order to provide a true and complete insight of the undertaken analysis, it is nevertheless important to mention even these issues.
IAS 20: Accounting for Government Grants and Disclosure of Government Assistance
As observed from the undertaken analysis, the transition towards IAS 20 does not cause any relevant impact on the focused accounting figures. On average, shareholders' equity experienced a variation of +0.08% and net income of +0.55%. The impact frequency with only seven (for shareholders' equity) and six adjustments (for net income) is relatively low. The accounting treatment of governments' grants under Italian GAAP is in general in accordance with IAS 20. As observed in the analysis, differences may arise from the application of fair value measurement of grants obtained in future years or from the change of the proportion of grants allocated in each financial year.
IAS 8: Accounting Policies, Changes in Accounting Estimates and Errors
The results provided by Table 5 show that the adoption of IAS 8 caused a marginal decrease of shareholders' equity by 0.18% and of net income by 0.83%. The impacts cannot be considered significant as the results were mainly driven by two single impacts. Overall impact frequency lies around 3%. The observed adjustments concern the retrospective correction of errors and the accurate quantification of sanctions. In general, no relevant differences between IAS 8 and Italian GAAP can be observed.
IAS 27: Consolidated and Separate Financial Statements
The undertaken analysis shows that the transition towards IAS 27 determined no important impact on the specific accounting figures. In particular, shareholders' equity varied on a rate of -0.02% and net income by -0.18%. The impact frequency of approximately 3% is not considered significant. The observed adjustments derived for example from the redetermination of the value of investments in controlled companies, or from the obligation of accounting for provisions concerning the losses of participating companies. As the present analysis focused only on separate financial statements, many of the differences between IAS 27 and Italian GAAP did not affect the results. The impact frequency found by Cortesi et al. (2009) and Cordazzo (2008) provided higher amounts, which can be explained by the fact that those papers refer to consolidated financial statements.
IAS 23: Borrowing Costs
The results obtained from the undertaken analysis show that the adoption of IAS 23 (Borrowing Costs) caused little impact on the financial statements of the analysed enterprises. With reference to shareholders' equity, four adjustments had been observed, causing a joint impact of 0.14%. On the other hand, net income was affected by three adjustments which led to a marginal decrease of 0.23%. The benchmark papers, which have analysed only the impact frequencies, found similar low incidences. The single impacts derive from the fact that IAS 23 considers that borrowing costs which are directly attributable to the production, acquisition or construction of a qualifying asset 5 have to be capitalised. Such a capitalisation, given certain conditions, is allowed according to Italian GAAP, but not required.
Discussion
The present section aims to provide a further comparative analysis of the most important IAS drivers evidenced in Section 5. Those standards, regulated according to full IAS, are compared to the regulation according to IFRS for SMEs. By doing so, differences and similarities in the set of regulation can be evidenced and the results can be used to draw assumptions whether the experienced impacts would have occurred also by applying IFRS for SMEs. Finally, such an analysis should enable a judgment over the adequateness of the IFRS for SMEs to fit the special needs of SMEs.
Intangible Assets and Goodwill
As seen in Section 5, the differences in the accounting treatment of intangible assets and goodwill under IAS and Italian GAAP caused one of the most relevant impacts on net income and shareholders' equity. The undertaken analysis shows that the adoption of IAS 38, which covers the topic of intangible assets and goodwill, leads to a relevant increase of net income and shareholders' equity. In 80% of the analysed firms, this standard caused an adjustment to the focused accounting figures. Given this fact, it can be stated that IAS 38 is one of the most important standards related to this analysis.
Analysing the regulation of IFRS for SMEs with reference to intangible assets and goodwill, it can be seen that there are relevant differences with IAS 38 relating to the recognition criteria and valuation methods. A first gap refers to the treatment of research and development costs. According to Section 18.4 of the IFRS for SMEs standard, all development and research costs are recognised as expense. IAS 38, as discussed previously, requires development cost to be capitalised as certain criteria are met. Further differences are related to the subsequent measurement of intangible assets. According to Section 18.18, the only allowed method under IFRS for SMEs is the cost model. IAS 38 on the other side allows also the adoption of the revaluation method where intangible assets are carried at a revaluated amount less accumulated depreciation. According to depreciation, the IFRS for SME regulation requires that intangible assets can have only defined useful life and that they are depreciated over this period. If the useful life of intangible assets cannot be estimated with reliability, it cannot exceed 10 years. The regulation provided by IAS 38 divides intangible assets into intangible assets with defined useful life and intangible assets with undefined useful life. The first ones depreciate like under IFRS for SMEs, over their useful period. Intangible assets with undefined life instead are not amortised, but an annual impairment test has to be carried out. The impairment test under IFRS for SMEs regulation is required only when there are indications for a loss in value of intangible asset. According to the analysis undertaken in Section 5, relevant adjustments were related to the cancelation of intangible assets as they did not meet the new definition of intangible assets according to IAS 38. The definitions of intangible assets IFRS for SMEs and IAS 38 regulation are similar. As described above under IFRS for SMEs, there are no intangible assets with undefined life and all intangible assets are amortised. This is true also for goodwill which, according to Sections 19.22 and 19.23 , is recognised as intangible assets and depreciated over useful life. If the company is not able to provide a reliable estimate of life, goodwill is depreciated over 10 years.
Given this difference, it seems that the IFRS for SMEs regulation in many cases is more similar to Italian GAAP than full IFRS is. Many of the stated differences which have occurred by adopting IAS 38 would not have arisen, if the enterprises would/could have adopted IFRS for SMEs regulation. Since goodwill, similar to Italian GAAP, under IFRS for SMEs is amortised over expected useful life, the impact of transition from national to international accounting standards would not have had such a relevant impact on net income and shareholders' equity. Even the impacts concerning the differences in the accounting treatment of development cost would not have occurred. On the other side, given the similar definition of intangible assets according to full IFRS and IFRS for SMEs, it can be assumed that the positive impact on net income and shareholders' equity, deriving from the cancelation of intangible assets and their amortisation, would have occurred also by adopting IFRS for SMEs. Considering this single effect from a unique perspective, it can be assumed that the adoption of IFRS for SMEs with reference to intangible assets and goodwill would have positively affected net income and shareholders' equity. It is probable to assume that this impact would be of a more moderate nature, since it is likely that the most relevant adjustments, due to the cancelation of amortisation of intangible assets with undefined useful life (goodwill included) observed in the undertaken analysis, would not have occurred.
Given these differences in the accounting treatment of intangible assets and goodwill, it can be stated that the IFRS for SMEs regulation presents slight simplifications. Especially the fact that impairment test does not have to be carried out annually, as required by full IFRS, implies less bureaucratic efforts for the SMEs. Similarly, the reduction of options under IFRS for SMEs regulation, such as the fact that the cost model is the only allowed method to evaluate intangibles assets, decreases some accounting burdens. To sum up, it can be said that due to the fact that IFRS for SMEs in this specific issue is more similar to Italian GAAP than full IFRS is, the international standards explicitly designed for SMEs would present a valuable option. Due to the stated fact, it can be assumed that even the transition process towards an international standard-setting would be less onerous.
Employee Benefits
Given the results gained from the undertaken research, it was highlighted in Section 5 that the accounting treatment of employee benefits according to IAS 19 caused the most frequent adjustments. As seen, such adjustments were observed in over 85% of the analysed financial statements. Even though the overall impacts of these modifications were relatively moderate, IAS 19 can be considered as an important factor in present issue and has therefore to be analysed further.
The accounting treatment of employee benefits is regulated in Section 28 of the IFRS for SMEs. Analysing this section, it can be seen that most of the issue is regulated in accordance ith IAS 19. Especially with respect to the recognition and measurement of the employee termination indemnity, which as seen in Section 5 caused relevant adjustments, IFRS for SMEs and full IFRS regulations are quiet similar. Nevertheless, some particular issues are treated differently with respect to IAS 19. Full IFRS, for example allows, according to IAS 19, that actuarial losses or gains can either be accounted immediately to income statement or amortised (into loss or profit) over the expected working lives of the employee. Section 28 of the IFRS for SEMs requires, on the other hand, that such actuarial gains or losses have to be recognised immediately. Another difference arises from the valuation methods permitted for calculating the defined benefits obligation. IAS 19, as seen in Section 5, prescribes the use of the project unit credit method to evaluate benefits obligations on an actuarial basis. According to the IFRS for SME regulation, the circumstance-driven approach can be applied. This implies that the use of the project unit credit method is prescribed if the necessary information for the calculation process is available or can be obtained without further costs or efforts. Such information regards, for example, the estimation of the future rise in salary, the possible mortality rate or the expected remaining work life of the employee. If this information is not present or if it is costly to obtain such information, it is allowed to not consider them in the calculation process or to use the best estimate available.
As seen in Section 5, the main differences between Italian GAAP and IAS 19 derived from the accounting treatment of the employee termination indemnity, which under Italian practice is valuated at nominal value and not on an actuarial basis. As shortly stated above, regulation of full IAS and IAS for SMEs in this issue are quite similar. Therefore, the assumption can be made that most of the adjustments related to IAS 19 observed in the analysis would have occurred even by adopting IFRS for SMEs even if the amount of the impacts itself may vary slightly due to the simplifications of the calculation process available for SMEs.
In a nutshell, it can be said that the simplifications presented by Section 28 of the IFRS for SMEs are able to facilitate, in some cases, the calculation process of the determination of the benefits obligations. Nevertheless, the accounting treatment of employee benefits in general remains significantly more complicated than under Italian GAAP. The fact that on the basis of IAS calculation process stands in both cases an actuarial evaluation method implies that most SMEs would be confronted to relevant problems when adopting international standards.
Property, Plant and Equipment
The accounting treatment of property, plant and equipment results to be a relevant factor in the present analysis. As observed in Section 5, the application of IAS 16 caused relevant and frequent adjustments and therefore contributed significantly to the overall change in net income and shareholders' equity. As discussed, these overall positive impacts were mainly caused by the possibility allowed by IAS 16 to adopt the revaluation method for the subsequent measurement of the intangible assets. This option enables firms to carry their property, plant and equipment at their revaluated amount, which is equal to fair value less subsequent depreciation and impairment. By analysing the accounting treatment required by Section 17 of the IFRS for SMEs, it can be seen that the only method allowed for the subsequent measurement of property, plant and equipment is the cost model, where those assets are carried at historical cost less accumulated depreciation and impairment losses. This fact presents one of the major differences between full IAS and IFRS for SMEs with a relevant effect also on the outcome of this analysis. Further differences concern the initial measurement of tangible assets. IAS 16 prescribes that if the recognition criteria are met, property, plant and equipment should be capitalised. On the other hand, IFRS for SMEs in Sections 17.9-17.11 prescribes that property, plant and equipment is measured as initially cost which consists of the following factors:
(1) Purchase price; (2) Directly attributable costs which were necessary to bring the assets in the condition and location for its use;
(3) Initial estimate of costs of dismantling and removing the item and restoring the site on which it is located.
Borrowing costs are explicitly recognised as expenses and no capitalisation is allowed. With reference to other aspects concerning the accounting treatment of intangible assets, no particular differences can be observed. Even the handling of land, full IFRS and IFRS for SMEs regulation are similar. As been observed in the undertaken analysis, common adjustments derive from the fact that according to Italian GAAP, land can be depreciated in combination with the building situated on in. This procedure and the depreciation of land in general are not allowed under full IFRS or under IFRS for SMEs.
To sum up these differences and similarities, it can be assumed that a vast majority of the experienced effects deriving from the application of IAS 16 would not have occurred, if the analysed enterprise would have and could have adopted IFRS for SMEs. Similar to the case observed for intangible assets, the IFRS for SMEs regulation tends to be more similar to Italian GAAP than full IFRS. Especially, the impacts deriving from the possibility to apply revaluation method (which accounted for the majority of the observed impacts) would not have occurred by adopting IFRS for SMEs. The same is valid also for the treatment of borrowing cost. On the other hand, minor important impacts deriving for example from the depreciation of land would still be present.
As seen above, the regulation provided by the IFRS for SMEs concerning the accounting treatment of property, plant and equipment includes some simplification. The most important facilitation regards the cancelation of the possibility to adopt the revaluating method. Since the determination of the fair value of a certain assets can be very costly, especially for SMEs, it is significantly easier to apply the cost model. It has to be pointed out that even under full IFRS, the revaluation model is just an option and not required and therefore the cancelation of this option under IFRS for SMEs cannot be considered as an effective simplification. On the other hand, the evaluation of assets according to fair value is an important factor even with reference to a true and faithful representation of the firms' economic situation. The main stakeholders, especially banks, would benefit from such a representation. Even though the application of the fair value option is more costly for companies switching towards IFRS, the undertaken research showed that a relevant part of the analysed companies made use of this option. From this fact, it can be deduced that benefits deriving from a fair value evaluation may offset the costs even in SMEs. Therefore, the absence of the option for the revaluation method in IFRS for SMEs regulation can be seen as a simplification but at the same time also as a useful tool to satisfy the firms' stakeholder needs.
Leasing
As seen in Section 5, the accounting treatment of leases was a relevant factor influencing significantly the overall results for net income and shareholders' equity. Besides the observed positive impacts on the focused accounting figures, especially on net income (+4.55%), IAS 17 was the standard that caused the fourth most impact. As described, in approximately 40% of the analysed companies an adjustment related to leasing was found. These facts obviously identify the accounting treatment of leases as a crucial factor of the present analysis.
Comparing the regulation concerning leasing under IAS 17 with the IFRS for SMEs, no relevant differences can be observed. Section 20 of the IFRS for SMEs, which covers leases, is in vast part identical to the accounting treatment required by IAS 17. Small differences arise from the fact that according to IAS 17, inflation has to be considered when determining the operating leasing values. Inflation according to IFRS for SMEs has not to be considered in this calculation process. With reference to the overall impact of leasing, this small difference plays an irrelevant role.
As described in Section 5, the observed adjustments caused by IAS 17 concerned mainly the redetermination of financial leases and the related differences in the accounting treatment. As full IFRS and IFRS for SMEs regulation according to this issue do not vary, it can be assumed that the observed impacts would have also occurred if the analysed companies would have applied IFRS for SMEs. Moreover, no relevant differences between the accounting treatment of financial and operating leases exist under Italian GAAP. This, obviously, does not respect the principle of faithful representation, which requires that transactions should be accounted according to their true economic substance rather than their mere legal form. According to international standard, the cited principle plays a relevant role, which explains in this case the observed differences between IT-GAAP and IFRS for SMEs.
Summarising, it can be stated that IFRS for SMEs concerning the accounting treatment of leases contains just small irrelevant simplifications. This means that switching from Italian GAAP towards an international based accounting implies in both cases a more complicate treatment of the issues. This is not due to the fact that international standards in this specific case are remarkablely complicated and detailed, but due to the fact that Italian GAAP treats leases in a very simplified manner.
Financial Instruments: Recognition, Measurement Disclosure and Presentation
The results provided in Section 5 show that the adoption of IAS 39 "Financial Instruments: Recognition and Measurement" and of IAS 32 "Financial Instruments: Disclosure and Presentation" had only a moderate impact (negative) on overall net income and shareholders' equity. Nevertheless, due to the relatively high observed impact frequency of over 30%, it is important to confront the accounting treatment of financial instruments according to full IAS with IFRS for SMEs regulation in order to evidence respective similarities and differences.
By analysing the IFRS for SMEs regulation more in detail, it can be seen that there exist some differences in the accounting treatment of financial instruments. In general, IFRS for SMEs has two sections which deal with financial instruments. Section 11 addresses the accounting treatment of basic financial instruments, such as simple payables/receivables, cash or loans. Section 12, on the other side, regulates the application of more complex financial transactions and instruments. Therefore, referring to the nature of the financial instrument, the company should either apply to the single group of instrument, Section 11 or Section 12. Moreover, as presented by Sections 11.2 and 12.2, the company has the possibility to apply also the regulation provided by IAS 39. This fact presents one of the rare cases, where the IFRS for SMEs standard, which is generally considered a stand-alone standard, refers to full IFRS regulation. IAS 39, on the other hand, distinguishes four categories of financial instruments:
(1) Financial assets of financial liabilities at fair value through profit or loss; (2) Held-to-maturity investments; (3) Loans and receivables; (4) Available-for-sale financial assets. The initial measurement of basic financial instruments is based on the transaction price. Similarly, IAS 39 requires initial recognition to be based on fair value which is normally the transaction price. Differences arise with respect to the subsequent measurement. Basic debt instruments are measured according to IFRS for SMEs at the end of each reporting period, at amortised cost, applying the effective interest method. Other basic instruments such as commitments to receive a loan are recognised and measured at cost less eventual impairment. Investments such as non-convertible and non-puttable shares are valued at fair value or cost, depending on whether fair value can be measured reliably. The subsequent measurement of financial instruments according to IAS 39 depends strongly on the classified group. Financial instruments held for trading are carried at fair value through profit or losses, held-to-maturity investments are recognised at amortised cost, the same is required for loans and receivables. Financial assets available for sale are measured at fair value through equity. The determination processes of amortised cost, effective interest method and fair value evaluation are similar under both regulations. Furthermore, small differences can be observed with reference to the impairment of financial instruments and the de-recognition process. In the undertaken analysis, it was observed that the accounting treatment of hedged derivatives and the respective measurement caused frequent adjustments. With respect to this issue, IAS 39 and Section 12 of the IFRS for SMEs regulation tend to be similar. Small differences derive from the fact that according to IFRS for SMEs, the possibility for hedging derivative is more restricted.
To sum up, it can be stated that the IFRS for SMEs regulation concerning financial instruments is in vast part similar to full IAS regulation. Relevant differences concern mostly the classification and the subsequent measurement of financial instruments. The present differences derive from a slightly simplified accounting treatment allowed by Sections 11 and 12 of the IFRS for SMEs. This simplification concerns especially basic financial instruments, whereas the regulation for more complex issues tends to be more similar. With reference to the observed impacts in Section 5, it can be assumed that a vast majority of the found impacts would have also occurred under IFRS for SMEs regulation, since the issues which caused the most frequent modifications are treated similarly under IAS for SMEs and IAS 39.
As it can be observed in the results gained from the undertaken analysis, the standards which have not been mentioned in this section yet, had little or no influence on the overall outcome of this analysis. Even if standards such as IAS 18 or IFRS 3 realised relatively high variations of net income or shareholders' equity they are not generally considered as crucial standards, since it is not possible to devote a general conclusion from results characterised by single impacts and low frequency. Moreover, by analysing the IFRS for SMEs regulation with reference to these standards, it can be seen that no particular differences arise. This is true for standards such as IAS 37 (Provisions, Contingent Liabilities and Contingent Assets), IAS 2 (Inventories), IAS 11 (Construction Contracts) and IAS 18 (Revenue). Therefore, it can be assumed that even with reference to the reasons of the single impact caused by the cited standards (such as the recognition of dividends according to IAS 18), the observed adjustments would also have occurred applying IFRS for SMEs regulation.
Conclusion
The present study has analysed the effects of the adoption of IAS/IFRS on net income and shareholders' equity of Italian medium-sized entities. In order to gain valuable results, the financial statements of 94 Italian companies, which met the applied selection criteria, have been analysed. In particular, the study focused on the different reconciliation statements which have to be elaborated when transitioning from national GAAP towards international accounting standards.
Summarising the results gained from this analysis, it can be stated that the adoption of IAS/IFRS caused an average increase of net income by 14.43% and a respective rise in shareholders' equity of 6.27%. These overall results are in line with the findings obtained from other studies, such as Cordazzo (2008) and Cortesi et al. (2009) which referred to Italian listed companies. So no relevant differences between the overall impacts on net income and shareholders' equity in listed and medium-sized companies could be found. Generally speaking, the observed adjustments derive mainly from the tax-driven nature of Italian GAAP and concern especially tangible/intangible assets, leasing, financial instruments, deferred tax recognition and employee benefits. Due to the analysis of the single reconciliation statements, it was furthermore possible to analyse the impact relevance and the impact frequency of each single IAS/IFRS standard. The results show that the most relevant and frequent impacts were caused by the adoption of IAS 38 (Intangible Assets), IAS 16 (Property, Plant and Equipment), IAS 19 (Employee Benefits), IAS 17 (Leasing), IAS 39 (Financial Instruments), and IAS 18 (Revenue). Comparing the results observed for the single standards to the findings obtained by similar studies, especially Cordazzo (2008) and Cortesi et al. (2009) , some similarities but also a few differences arise. First of all, the impact relevance of IAS 38 seems to be much stronger in medium-sized than in listed entities. Reasons are assumed to be strongly related to the relevance the cancelation of the amortisation of intangible assets with undefined life (goodwill) has on net income. Secondly, the impact of IAS 39 and IAS 32, which refer to financial instruments, resulted to be less significant than observed in the benchmark studies. The differences may be explained by the fact that the observed adjustments refer to complex financial instruments, which are presumed to play a more significant role in listed than in medium-sized entities. Other smaller differences are related to the impacts of IAS 28 (Investments in Associates) or IAS 27 (Consolidated and Separated Financial Statements), which in contrast to results obtained by Cordazzo (2008) and Cortesi et al. (2009) , in the present analysis caused no relevant adjustments.
In addition to the empirical analysis of the financial statements, a short comparative study was carried out. The most important and significant international standards individuated in Section 5 (IAS 38, IAS 16, IAS 19, IAS 17, and IAS 39) were compared to IFRS for SMEs regulation in order to individuate similarities and differences in the accounting treatment. The results provided by this comparison show that no relevant differences exist in the accounting treatment of leasing, employee benefits, and financial instruments. Even with respect to less significant accounting standard, such as IAS 18 or IAS 11, no relevant discrepancies between full IAS and IFRS for SMEs regulation could be observed. The main differences individuated by the comparative analysis refer mainly to the accounting treatment of intangible assets and property, plant and equipment. With focus on these aspects, IFRS for SMEs regulation results to be more similar to Italian GAAP than full IFRS is. IFRS for SMEs, for example, requires that all intangible assets are amortised even if they have undefined life. IAS 38, on the other hand, does not consider that intangible assets with undefined life (goodwill) have to be amortised, but annual impairment tests have to be carried out. Furthermore, with reference to the subsequent measurement of property, plant and equipment, IFRS for SMEs does not permit the adoption of the revaluation method, which however is allowed by IAS 16. Due to the stated simplification, it can be assumed that the transition from Italian GAAP towards IFRS for SMEs would have caused more moderate adjustments for net income and shareholders' equity, than the adoption of full IFRS has caused.
So with reference to the individuated most relevant accounting standards, the IFRS for SMEs regulation provides only two significant simplifications. These facilitations may moderate the overall observed impact on net income and shareholders' equity, but still it can be assumed that the vast majority of the observed impacts would have occurred even when applying IFRS for SMEs. Consequently, it cannot be generally stated that IFRS for SMEs regulation provides significant simplification especially designed for the needs of SMEs. Therefore, from the present point of view, no relevant reasons for an adoption of IFRS for SMEs within the EU could be found. This position in an overall context seems to be shared also by the EU itself, which lately in several occasions dissociate themselves from the IFRS for SMEs blaming it to be in some cases not compatible with the 4th and 7th EU directives. According to these opinions, the success of the IFRS for SMEs, especially in emerging markets, is not to be based on the fact that this standard provides specific accounting treatments based on the need of SMEs, but can be merely explained by the fact that national GAAP in these countries are not able to guarantee a certain quality of accounting information.
The discussion of applying IFRS for SMEs within the EU seems to have come to an end, with the approval of the directive Number 34 of 2013. This direction, which at the moment has to be approved by the single member states, is going to replace the 4th and 7th European directives from 2016 on. With this directive, the European Commission aims to update the actual accounting principles valid within the EU, to nowadays requirements. Accounting standards within the EU are expected to be further harmonised and assimilated in many cases to the approach provided by international accounting standards. This harmonisation process is going to concern also and especially the accounting principles for SMEs. So despite approving the IFRS for SMEs standard, the European Commission decided to choose a bottom up approach of reviewing, modernizing, and harmonizing the accounting principles actually valid within the union. Based on the results gained from the undertaken study and on the available critical literature concerning IFRS for SMEs, the approach applied by the European Commission can be considered as the better alternative.
In order to provide a faithful representation of the gained results, also the limitations and critical aspects of the undertaken analysis have to be mentioned. First of all, the significance of the results is limited by the fact that not all financial statements of the sample companies could be evaluated. Unfortunately, not all financial statements were available at AIDA and some did not contain the indispensable reconciliation statement. Nevertheless, it was possible to analyse a sufficient amount of companies in order to obtain general valid outcomes. In addition to this fact, it was possible to observe that the individuated sample was not perfectly homogenous. This means that in some cases, the overall results were significantly influenced by the adjustments applied in single companies. This fact shows that the definition of medium-sized entities given by the EU and applied by this analysis does not refer to a uniform group of companies but includes a wide range of enterprises with different dimensions.
Regarding the results obtained from the undertaken analysis, it has to be mentioned that since the present study, as known so far, is the first to analyse the impacts of IAS transition in Italian medium-sized entities, it was not possible to directly confront the findings with other papers. The used benchmark papers refer mainly to Italian listed companies and in some issues applied a slightly different calculation approach. Nevertheless, these papers were the only reference point available and even if certain limitations are given, the comparison was useful to evidence important similarities and differences. Furthermore, the applied research approach did not consider the level of compliance of the single companies. Therefore, eventual errors deriving from a wrong application of international accounting principles could eventually have influenced the obtained outcome.
Finally, it has to be stated that some issues raised by the findings of the undertaken analysis would merit a further and more detailed investigation. This concerns especially the individuated differences with references to the results obtained by the benchmark papers. By doing so, a well-founded explanation of the nature of the observed deviations could be provided.
